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Résumé 
Efficacité et coordination des politiques budgétaires dans les économies ouvertes                  
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2. The Model: general features   
 
                                                                                                
                                                                                                    
                                                                                               
                                                                                    
                                                                                                  
                                                                                               
                                                                         
 
2.1 Firms: production and labor demand 
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2.2. Individual preferences  
 
                                                   i                                                  
                           
( )
 
         
 
i i i









                                                                                                      
                                              
                                                                                                                   




   









∫        
      i ∈           ρ >                                                                            
   ρ                                                                                           
                                                                                                
                                                                      ρ   
                                                                                                     
i C                                       G
i
                                                      
i M P       P                                                                                     
KL
i   
                                                                ΚL
i       
i L                            




ji L dj ∫                  




ji L dj ∫                                                             K                    K 
                                                                                                   
                                                                                                     
                            K
*                                                             
                                                                                                     
                                                                                                  
                                                                                                 
                                                                                                     
                                                                                           
                                                                                                
                                                                                             
                                                                                               
                                                                                                 
                                                                                              
                              
                                                                                                      
                                                                                              
                                                                                                    
                                                                                                  
                                                                                                  
                                                                                                      
                                                                                                  
                                                                                                 
                                                                                                       
                                           
                                                                                                  
                                                                                                
                                                                                              
                                                                                                 
                                                 
             ρ =                                                                                         
                                                            
                                             
                                                                                                          
                                                                                                   
                                                                                               
                        
                  ρ ∫                                                                           
                                                                                                
                                                                                                
                                                                                                  
                                                                                                 
                                                                   ρ ∫                         
                               
     
2.3. Private and public demand of tradable and nontradable goods 
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2.4. The demand for money 
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3. Equilibrium wages and prices 
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3.2. Equilibrium prices 
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3.3. Output market clearing 
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4. Equilibrium values of terms of trade and the world demand 
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4.2. Equilibrium value of expected terms of trade       
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4.3. Equilibrium value of expected world demand 
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4.4. Equilibrium values of ex post exchange rate and  world demand  
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5  Expected Utility 
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6. Optimal Fiscal Policy Response 
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6.2. Noncooperative Optimal Fiscal Policy  
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6.3. Optimal Fiscal Policy under Cooperation 
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 6.4. Implications of optimal fiscal responses 
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7.2. Welfare under Cooperation  
 
                                                                                                  
                                                                                              
                     
    
￿￿ ￿
   
 
   
   
   
C







= −  
 
 
                                                                                        
                                                                                                     
                                                                                                  
                                                                                                  
      EV               { }         =    
                                                                                                    
                                      δC                                                           
                                   P EV                                                  { }
   
        κ ρσ − ≺  
                                                                                                
                                                     
C
P EV EV EV ￿ ￿   
                                                                                                
                                                                                                   
                             
      
7.3. Implications of optimal fiscal policy and cooperation gains 
     
                                                                                                      
                                                                                                       
                                                                                                     
                                                                                                   
                                                                                              
                                                                                                 
                                                                                             
                                                                                                 
                                                                                              
                                      
                                                                                                      
                                                                                                
                                                                                                    
               EV
C        EU
N.                                       
C N EV EU                     
          
                                                                                                    
                                           
￿
         
   
             
         
   
C N a a
EV EU
a
ρ ρ γ ρ γ
ρ ρ
+ +
  − − − − +
− =  
 
￿
￿￿￿￿￿￿ ￿ ￿￿￿￿￿￿￿ ￿
   
                                                                                   ρ     γ             
                                                                                                         
                                                                                                   
                                                                                                
                                                                                   ρ               
             ρ ≤       
 
8. Conclusion 
      
                                                                                             
                                                                                               
                                                                                                    
                                                                                                 
                                                        
                                                                                                         
                                                                                                    
                                                                                                         
                                                                                                          
                                                                                               
                                                        
                                                                                                 
                                                                                                    
                                                                                                
                                                                                                          
                                                                                                
                                                                                                    
                                                                                             
                                                                                                    
                                                                                                    
                                                                                              




















                                                                                             
                                CEPR discussion papers       
                                                                                             
             American Economic Review,               
                                      Noncooperative Monetary Policies in Interdependent 
    economies            
                                                                                Quarterly 
     Journal of Economics,                
                                                                                        
                                             CEPR discussion papers         
                                                                                      
                      Journal of International Money and Finance,                
                                                                                         
                                  National Monetary Policies and the International Financial System  
                                
                                                                                         
                                          International Economic Policy : Theory and evidence  
                                          
                                                                                             
    Journal of Macroeconomics,                   
                                                                   Journal of Political 
    Economy                 
                                                                                    
               NBER Working Papers        
                                                                                           
            Quarterly Journal of Economics                 
                                                                                      
                Brookings Papers on Economic Activity          
 
 APPENDIX
The expected terms of trade
We will define the terms of trade in log form. Remember that the terms of trade is defined in
equation (16). Taking the log of this equation and putting it in the expectations operator, without
forgetting that wages are fixed, gives: Ee ￿ w￿ ￿ w . Indeed, this is what we are looking for. For this,
we take equation (13a) in the text and divide both sides of the equality by Wi, multiply and divide
the left hand side by ￿
￿￿1 and make use of the mark-up equation (14b) to get the following
expression:
1 ￿ ￿￿





Now remember that we can write the goods market equilibrium as PTZ ￿ P￿C ￿ G￿ ￿ PHL.
Then making use of our assumption that tradable public consumption constitutes a fraction k of the
total spending, we can show that
LPH
P ￿ C 1





￿1￿￿￿/2 we can transform the above equation as follows:
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￿1 ￿ ￿1 ￿ ￿￿￿1 ￿ ￿￿￿￿w ￿ w￿￿ ￿ logE K￿￿￿
1
2 Z ￿ logE￿￿￿￿￿￿1￿￿￿￿1￿￿￿/2Z1￿￿G
￿1￿￿￿
￿ logE￿￿￿￿￿1￿￿￿￿1￿￿￿/2Z1￿￿G1￿￿￿ ￿ logE K￿￿￿￿￿ 1
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This equation may seem a little bit confusing so let us take the logs of expectations operator step
by step: suppose that A ￿ K￿￿￿
1
2 Z.
Then logA ￿ ￿ ￿ 1
2 e ￿ z.Then A ￿ exp ￿ ￿ 1
2 e ￿ z .
This implies: EA ￿ E exp ￿ ￿ 1
2 e ￿ z . Then, applying the general formula giving the
expected value of the exponential of a normal variable, we get
EA ￿ exp E￿￿￿ ￿ 1
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Taking the log of the above expression gives:
logE K￿￿￿
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2 ￿ez
Doing the same with the other expressions in expectations operator and placing the expected
value of the exchange rate on the left hand side of the equality gives equation (21´) in the text as
follows:
E￿ ￿ Ee ￿ w￿ ￿ w ￿ ￿1
1 ￿ ￿1 ￿ ￿￿￿1 ￿ ￿￿
￿￿we ￿ ￿1 ￿ ￿1 ￿ ￿￿2￿1 ￿ ￿￿￿￿ez ￿
￿1￿￿￿2
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Finally we would like to remind that we focus our attention only on unanticipated shocks so that
from the definition of fiscal spending in eqaution (28) in the text, we have E￿ ￿ 0 ￿ Eg
The expected total consumption spending (symmetric case):
Take the log of  ref: Eq6  above:
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Then place the expected level of the exchage rate on the left-hand side of the above equation and
combine it with the expected terms of trade as given above and leave Ez alone at the left-hand side.
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Note that we have omitted constants in both the expected level of the terms of trade and the
expected level of the world spending.1 
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